Introduction
During the current global crisis, an unpleasant fact unfolded for many international economists. A large body of literature has reported that the world trade had shrunken far more than the world GDP during the crisis and argued that this fact could not be easily reconciled with standard international macroeconomic theories such as Backus, Kehoe, and Kydland (1995) .
The phenomenon is named as "the great trade collapse" and the jargon has become very popular among international economists presently. Responding to this unpleasant fact, many international economists have proposed various explanations for it.
1 Among them, the compositional effect, internationalized supply chain and trade credit hypothesis have been most frequently discussed in related literature.
2
The compositional effect hypothesis notes differences between durable goods and nondurable goods and emphasizes a special role of durable goods in generating volatility of trade flow. It is a well-known fact among macroeconomists that the demand of durable goods is more volatile than that of nondurable goods. Also, it is recently reported that durable goods occupy a larger portion in the world trade rather than in the world GDP. The direct implication of these differences between two types of goods is that the world trade can be more volatile than the world GDP.
The presence of internationalized supply chain provides another hypothesis. It is based on the observation that production process has been involved increasingly with vertical trading 1 Baldwin (2009) provides a great survey of literature on the great trade collapse.
2 Besides these hypotheses, inventory adjustment and protectionism are also suggested as an explanation for the world trade collapse. See Alessandria, Kaboski, and Midrigan (2010) for inventory argument. chain across many countries over time. According to Hummels, Ishii, and Yi (2001) , the trade flow related with the so called vertical specialization accounts for 21% of total exports of 10 OECD countries and four emerging market countries and it grew almost 30% between 1970 and 1990 . 3 Given its quantitative importance, the internationalized supply chain can be considered as another mechanism generating sudden collapse of the world trade. This is because if only one part of the chain is gone due to some reasons such as financial distress, the whole chain would break down and the whole related trade flows can disappear together.
Finally, the trade credit hypothesis notes empirical evidence that financial distress in the banking sector had affected trade flows adversely through reduced availability of external finance on exporters including trade credit in past financial crises.
4
In this perspective, this paper investigates what factor contributes most to the unexpected large drop in exports in Korea during the crisis. For this purpose, I will evaluate these main hypotheses on the great trade collapse with regard to the Korean experience.
The main result of this paper is that the compositional effect hypothesis turns out to be the most relevant for understanding the collapse of exports in Korea during the crisis. In fact,
Korea is regarded as one of the countries with a very high share of durable goods exports. The share amounted to about 65% just before the crisis. During the crisis, durable goods exports had experienced severer contraction than nondurable goods exports and about 75% of the contraction of total exports came from the collapse of durable goods exports.
To the contrary, the other hypotheses do not seem so relevant for the Korean case. The decomposition of total exports into intensive and extensive margin shows that the most part of exports contraction in Korea was generated through intensive margin and the fact implies that internationalized supply chain related to the exporting sector of Korea had kept working without serious abruption even during the crisis. Also, broad evidence on the trade credit market in Korea suggests that the overall condition of trade credit market had not so much deteriorated to induce such a large drop in trade flows.
Another main result of this paper comes from a simple cross-country comparison with regard to the relationship between the share of durable goods exports and the drop of exports 3 For various implications of vertical specialization on world trade and international business cycle, see Yi (2003) , Kose and Yi (2006) , and Giovanni and Levchenko (2010) . 4 For details, see Amiti and Weinstein (2009) and Iacovone and Zavacka (2009 
Recent Trends of Real Economy and Trade in Korea
Due to an unprecedented scale of the current global recession since the Great Depression, Korea had also experienced severe contraction of real economy and trade during the crisis as other countries. 
Real GDP
5 What induces earlier recovery of exports compared to imports in Korea is also an interesting research issue. However, the issue is not covered in this paper.
Great Trade Collapse and Contraction of Exports in Korea (1) The Compositional Effect Hypothesis
As briefly surveyed in the introduction, in explaining the great trade collapse, the compositional effect hypothesis emphasizes a special role of durable goods in magnifying the effect of global demand shocks on the world trade volume. It is a well-known fact among macroeconomists that the demand of durable goods is more volatile than that of nondurable goods. In addition, as Baldwin (2009) and Wang (2010) report, durable goods occupy a relatively small portion of the world GDP but a large portion of the world trade. From these facts, it is natural to expect that a global demand shock can deliver a disproportionate effect on the world GDP and world trade. That is, the response of world trade to a demand shock is expected to be much bigger than that of the world GDP.
One of the direct theoretical predictions of the compositional effect hypothesis is that a country with higher share of durable goods exports tends to experience a bigger reduction of exports with a negative demand shock. To test this prediction with the current global crisis experience, a simple cross-country comparison is attempted below.
Cross-Country Comparison
In order to implement a cross-country comparison, I construct a data set on shares of For a more formal analysis, I also estimate with the same data set a simple regression equation which includes the share of durable goods exports and real exchange depreciation rate as explanatory variables for real exports growth rate. 9 The result of the regression analysis is given in Table 1 . Again, the result indicates a tight negative relationship between the share of durable goods exports and the reduction of total exports during the crisis. The coefficient of the share of durable goods exports is estimated at 0.26 and it implies that on average, a country with higher share of durable goods exports by 10%p had experienced 2.6%p further reduction in total export growth during the crisis. The empirical evidence from the cross-country comparisons can be considered as adding to the empirical findings and emerging consensus of recent literature on the great trade collapse such as Baldwin(2009), Bems, Johnson, and Yi(2010) , and Levchenko, Lewis, and Tesar(2009) In addition, it supports recent theoretical literature such as Boileau (1999) , Erceg, Guerrieri, and Gust (2006) and Engel and Wang (2009) which emphasizes the special role of durable goods in generating realistic volatilities of trade flows in the framework of international DSGE models.
Crucial Role of Durable Goods Exports in Contraction of Korean Export
As discussed before, one of the key implications drawn from the cross-country comparisons above is that a country with higher share of durable goods exports is likely to experience severer exports reduction to a negative demand shock. In this sense, the contraction of Korean exports during the crisis can be regarded as a natural consequence of the global recession because the share of durable goods exports of Korea was very large before the crisis.
As observed in Figure 3 , Korea is one of the countries with the highest share of durable goods exports and the share amounted to about 65% just before the crisis.
To investigate how durable goods exports had contributed to the large contraction of exports in Korea during the crisis, I decompose monthly exports data into durable goods and nondurable goods. To classify durable and nondurable goods, I convert monthly exports data using the conversion table of 6 digit HS code to the UN's BEC code. Then, I assess durability of each category and classify it based on the assessment. 10 Figures 5 and 6 are results of the decomposition.
From Figures 5 and 6 , it is clear that the high share of durable goods exports plays a crucial role in large drop of exports in Korea. As Figure 5 displays, the growth rate of durable goods exports fell much deeper than nondurable goods exports during the crisis. During the period of 2008 Q4 to 2009 Q1 when the crisis was at its peak, the volume of durable goods exports (ship exports excluded) recorded an average growth rate of -27.0% while that of nondurable goods (oil-related exports excluded) -15.2%. 11 Figure 6 provides contribution of 10 For detailed information about the classification, see Table 1 of Appendix.
11 Ship exports are excluded because, since ship building usually takes a long time and it is planned in advance, it is hard to consider ship exports to reflect the current changes of the world economy conditions on time.
each component to the reduction of total exports and shows that more than 3/4 of the drop of total exports came from the collapse of durable goods exports during the period. 
Exchange Rate Depreciation Moderating Contraction of Korean Exports
Let's return to Figure 3 again. Another interesting observation of the figure is that the fall of Korean exports was quite moderate compared to other countries with a similar level of share of durable goods exports, particularly Japan. While Japan and Korea had quite similar share of durable goods exports before the crisis, Japan had experienced far deeper fall of exports during the crisis than Korea. In 2008 Q4 to 2009 Q1, real exports growth rate of Japan was -26.3% while that of Korea was only -4.8%. One potential factor contributing to this large discrepancy can be found in Figure 7 which draws movements of real exchange rates to U.S. dollar of Korean Won and Japanese Yen. The figure shows that the two countries had followed starkly different paths of real exchange rate since the onset of the global crisis. During the crisis, Korean Won had experienced a rapid depreciation of both nominal and real exchange rate due to the turmoil in the foreign exchange market driven by large capital outflows. The depreciation rate of real exchange rate to U.S. dollar amounted to almost 50% at the peak of the global crisis. Meanwhile, Japanese Yen had been appreciated since beginning of the crisis and the appreciation rate estimates, that type of trade flow, the so-called vertical specialization, accounts for 21% of total exports of 10 OECD countries and four emerging market countries, and it grew almost 30% between 1970 and 1990. 12 Given its quantitative importance, the internationalized supply chain can serve as a source of sudden collapse of the world trade. This is because if only one part of the chain is gone due to some reasons such as financial distress, the whole chain would break down and the whole related trade flow can disappear at the same time.
In order to examine whether the internationalized supply chain had influence on the contraction of exports in Korea during the crisis, I investigate trends of intensive and extensive margin of Korean exports to major 10 trading partners during the crisis, similarly in Schott Tables 2 and 3 .
As observed from Table 2 , it is hard to find any evidence of the extensive margin variation in Korean exports during the crisis. The extensive margins are kept almost the same before and during the crisis in both total and individual country level. On the contrary, the intensive margins plummeted drastically in 2008 Q4 and 2009 Q1 in both total and individual country level. From the result, it is clear that the contraction of exports in Korea during the crisis had happened mainly through the intensive margin rather than the extensive margin, and it implies that the internationalized production chain hypothesis did not play any significant role in the contraction of exports in Korea. Also, this result is consistent with Bernard, Jensen, Redding, and Schott (2009) in that the variation of extensive margin is related mainly to trade growth and intensive margin to cyclical fluctuations of trade.
14 12 For various implications of vertical specialization on world trade and international business cycle, see Yi (2003) , Kose and Yi (2006) , and Giovanni and Levchenko (2010) . 13 I select 10 countries based on the size of direct investments abroad and exports to the destination country. 14 Schott (2009) and Wakasugi (2009) report that a similar pattern as in the Korean case emerged in the U.S. and Japan. The inference can be augmented with Figure 9 . The figure draws recent trend of discount rate applied to new trade bills. While the credit spread between corporate bonds and Treasury bonds had widened in Korea during the crisis, the discount rate had stayed around at the precrisis level. 
Summary and Remaining Issues
This paper tries to find the most contributing factor to the unexpected large drop in exports in Korea during the crisis by evaluating several hypotheses on the great trade collapse with regard to the Korean experience. The main results of this paper can be summarized as follows: First, this paper shows that the compositional effect hypothesis is the most relevant for explaining the collapse of exports in Korea during the crisis. Actually, durable goods exports had experienced severer contraction than nondurable goods exports and about 75% of the contraction of total exports came from the collapse of durable goods exports. Second, the cross- 16 Similarly, based on the fact that U.S. cross-border bank financing bounced back earlier than bank financing from other sources, Mora and Powers (2009) argues that due to massive policy responses, trade finance declined only moderately despite global credit market crunches country comparisons presented in this paper suggest that a country with higher share of durable goods exports is likely to experience more harsh contraction of exports to a negative demand shock. This empirical evidence contributes to growing literature on the great trade collapse and literature emphasizing the special role of durable goods in generating realistic volatilities of trade flows in the framework of international DSGE models.
A key implication of this paper is that the high share of durable goods exports of Korea can be a main source of volatilities of exporting sectors and possibly of the whole economy even in the future. However, it is unclear whether the volatilities of exporting sectors can lead directly to large fluctuations of the whole economy. This paper totally misses analyses about the important link between exporting sectors to the whole economy. In this regard, Bems, Johnson, and Yi (2010) and Johnson and Noguera (2009) 
